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INTRODUCTION

•

Thank you for asking me to join you today. It is pleasant to renew friendships.

•

I appreciate this opportunity to share my perspective of the health care
industry today and talk about my vision of the future.

•

I'd like to begin with a little background information. I've been inv$ed in
'41,

health care finance for 35 years in different parts of the country .... the last 17
here in Florida.

(

INDUSTRY TODAY

•

The health care industry is dynamic. It is changing at an increasingly faster
pace. And as the industry continues to evolve, traditional roles and
relationships between insurers, providers, government and consumers will
continue to be redefined.

•

People who study economic systems note you cannot stop markets from
working. You can take actions to delay or guide, but you cannot stop them
from working.

•

One of the biggest shifts we're seeing is in the growth of managed care. The
marketplace is clearly shifting from indemnity to managed care - here in
Florida and across the nation.
⇒

Today more than 71 % of all working Americans with private health
insurance receive some form of managed care.
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⇒

(_

In Florida alone, there are more than 3 million people enrolled in an
HMO, and recent studies show that Florida is a leading state in terms of
national HMO enrollment gains.

•

This shift in the marketplace has been voluntary and seemingly triggered by
cost:
⇒

94% of all Floridians participating in an HMO made that choice over
other available options!

⇒

Consumers (employers in particular) seem to be reacting to 10-15 years
of accumulative sharp price increases rather than the availa~ility of the

-~.

HMO.
•

Those who have chosen managed care have been satisfied with that choice.
⇒

/

Independent studies (such as one by the Sachs Group in Evanston, Ill.)

(

show that more HMO subscribers are satisfied with their health care
than those in fee-for-service plans (83% vs. 77%).
•

This shift is occurring in a highly competitive market.
⇒

New competitors with deep pockets have entered the Florida market
(United HealthCare, PacifiCare); and

⇒

Historical competitors have continued to evolve and invest in new
capabilities (PruCare, Cigna).

⇒

Consolidation is taking place within the managed care industry [United
HealthCare acquired CAC-Ramsey and is now in process of acquiring
Metro].
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•

The growth of managed care is changing the delivery system. For example:
⇒

The use of skilled nursing facilities and home health agencies has
increased while hospital utilization has decreased.

•

The delivery system has - and is -

responding to the changing environment

by consolidating and integrating.
⇒

In 1994, more than 650 of the nation's hospitals were involved in
mergers or acquisitions.

⇒

In Florida, there were 19 hospital mergers or acquisitions in 1994 wiQi
another 24 either completed or pending at the end of last yeali;

•

Customer needs for health care and health care insurance are evolving. Let
me separate "customer" into two parts- the first being employers and the
second consumers.

(
•

On the first side of the equation are employers. Providing health care benefits
to their employees is a significant cost of doing business. Employers today:
⇒

are demanding cost containment and are increasingly willing to trade
broad choice for lower cost;

⇒

they are seeking clear demonstrations of medical quality and improved
outcomes; and

⇒

employers are increasingly sensitive to the customer service their
employees receive.
-------

•

Consumers, on the other hand:
⇒

Are faced with paying a larger share of increasing health care costs;
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⇒

(

While they generally prefer broad provider networks, they are
increasingly willing to trade choice for cost;

⇒

Consumers continue to have a limited understanding of health
insurance and are generally frustrated with service provided in
traditional indemnity plans.

•

Health care continues to be an important issue to voters.
⇒

A statewide poll taken near the end of last year showed health care to
be a personally important issue to 75% of Floridians [Florida TimesUnion 11/95.]

•

-....

That means health care reform, especially in this election year, will likely
remain on the political agenda. And the health care industry will continue to
face a regulatory environment of increased scrutiny.

(

•

At a high level, this is how I see the industry as it has evolved today. Now, I'd
like to spend a little time looking forward.

VISION OF THE FuTURE

•

I'd like to look at the future within the framework of 5 different areas of
influence:

1. The Continued Growth of Managed Care
•

First of all, I see the shift to managed care continuing.
⇒

Customers recognize they are receiving quality care at an affordable cost.

⇒

Service and access needs are also being met through Point-of-Service
managed care products.
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•

Currently, customers at the low end of the price structure are most actively
shifting from indemnity to managed care. In the future, I think there may well
be managed care products for even the highest end of the market.
⇒

•

I understand this is starting to happen, for example, in New York.

In addition, the increasing use of managed care in government-sponsored
programs like Medicare and Medicaid will continue.

2. Customer Needs Will Continue to Evolve
•

The second point is that the needs, values and expectations of our customers
- employers and consumers - will continue to evolve.
⇒

(.

•

...

-

This means the products we offer will also continue to change.

Employer-driven health care looks like the system of choice for the foreseeable
future. And employers - large and small - are increasingly turning to
managed care.
⇒

In response to enrollment gains and satisfaction indices that continue
to show the value and quality of HMOs, Blue Chip companies like
American Express, Xerox, Kodak and IBM are purchasing HMO
services.

•

Consumers will continue to benefit from a coordinated care approach with
advantages such as preventive care, quality measurement, management of
chronic conditions and the ability to receive comprehensive care within a
budget.
⇒

For consumers to realize the most benefit, we recognize the need for and seek - greater participation from the physician community in the
development of our programs.
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3.
•

The Delivery System Will Continue to Consolidate/
Integrate
Third, I believe that increasingly, health care will be delivered through an
integrated system - not necessarily a physical location -

that connects

primary, specialty and ancillary care, hospitals, managed care companies and
consumers in an organized, coordinated way.
•

As the marketplace continues this shift to managed care, the delivery system
will continue to consolidate and integrate -

•

both horizontally and vertically.

As the evolution of the delivery system continues, multiple issues such as r!~k
management, finance, governance and regulation remain unresolveq:
⇒

Therefore, the environment for decision-making is enticing but highrisk.

(

⇒

While many are piloting partnerships and joint ventures, the results in terms of improved patient care and overall economics - remain
unclear.

4. Wall Street and Competition
•

The fourth area of influence is Wall Street and competition. (The power of
capital, e.g., the banking industry.)

•

Wall Street will continue to play a major role in shaping health care.
⇒

"For-profit" corporations such as Columbia/HCA are rapidly acquiring
hospitals, ambulatory care centers and other ancillary components of
the delivery system.

(
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⇒

(

The number of "for-profit'' HM Os is growing:
*

startups,

* "for-profits" acquiring "not-for-profits," and
*
⇒

"not-for-profits" converting to "for-profits."

Several BC/BS plans are in negotiations to be acquired.

•

Competition will increase.

•

The basis of competition is moving beyond cost and access to more of a focus
on quality outcomes and service performance. This will require all of us to
reassess how we're going to compete in the future.

•

-~.

When considering potential partnerships, we believe there are three types of
opportunities:

(

1. Those that enhance current capabilities;
2. Those that attempt to maintain or strengthen a strong market position;
and
3. Those that intend to enhance delivery system capabilities over the longterm (e.g., illness management).
•

Wall Street and competition are adding to the complexity- of making customeroriented decisions and achieving a superior health care delivery system. And,
there is the ever-present need for constant innovation.

5. Health Care Reform
•

And fifth, as I mentioned earlier, health care reform- insurance, tort,
Medicaid, Medicare, etc. - will continue to be part of the political agenda.

.

(
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•

While no one can predict for certain the outcome of reform efforts in
Washington, we support reform that takes advantage of market forces and
private enterprise.

•

We are in favor of restructuring Medicare - for example -

to gradually move

beneficiaries away from the current government-run, traditional insurance
program and into the mainstream, private-market health care system.
{Optional elaboration of our view for Medicare RefonnJ

•

An efficient Medicare system that works for the government and beneficiaries
would look very different from today's program. For example, it would:
-"4l,

⇒

allow beneficiaries to choose from an array of competing health plans
ranging from classic HMOs to traditional insurance coverage;

⇒

(

provide beneficiaries with a set amount of government funding regardless
of the plan they choose;

⇒

establish a basic set of benefits available to all beneficiaries; and

⇒

provide a level playing field where premium prices are set by health plans
competing for business in a competitive Medicare market.

•

That's not to say establishing such a program would be easy to accomplish It
wouldn't. There are significant technical barriers. They can be overcome, but it
requires developing mechanisms, processes and systems not available today.
Therefore, it requires some time.
⇒

The need to improve the Medicare program is urgent, and there are
changes that can be undertaken immediately that will begin to move the
current program in the right direction.
{End of Optional Medicare Refonn Material/
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•

Whatever the outcome of Medicare reform, the result must achieve the savings
needed to secure the Medicare program and not have unintended negative
consequences for those who depend on it for their health care.

CONCLUSION

•

Looking at these 5 areas that will influence the evolution of our health care
system:
1. the continued growth of managed care;
2. continued evolution of customer needs;
3. continued consolidation/ integration of the delivery system; -~,
4. role of Wall Street and competition; and
5. reform

(

I believe there are multiple opportunities for us to work together in new and
different ways.
•

Our challenge and goal for the future is to continue to develop innovative ways
to deliver high-quality, cost-effective health care in a way that is valued by our
customers.

•

At Blue Cross, this means moving from "insuring" to "ensuring" customer
wellness and achieving the best health and economic outcomes for our
customers. To do this, we need to continue to improve existing capabilities
and develop new ones.
~-
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•

As physicians you are important partners. And our relationships need to be
collaborative and mutually advantageous.
⇒

This doesn't mean we're going to be able to resolve all of our differences.
We're not always going to agree.

⇒

It does mean we can listen and learn from each other so we can achieve
the best possible outcomes for the people we serve.

•

Ours is truly a dynamic industry. The changes we will see in Medicare and in
the marketplace have the potential to totally change our industry in a very short
period of time.

---,
•

The future can begin today. And I look forward to working with you, others in
the industry and in the government to build a system that makes the best
health care in the world available to everyone.

(
•

Thankyou.
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